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Slow Growth Continues:
Local Effects of Terrorist Attacks Unclear
Special Note
Data used in the constructi on of the St. Cloud
Index of L eading Economic Indicators are
updated through August 200 I . The St. Cloud
Area Business Outlook Survey was mailed to
area businesses in advance of the September II
terrori st attack. Approx imately 1/2 of the 54 area
businesses responding to the survey returned
their responses prior to the attack. Whi le no
effort was made to scientifica lly analyze the pattern of responses fo r those surveys returned after
September II , it appears that post-attack business responses did not systematically di ffe r fro m
those submitted prior to the terrorist action.

Executive Summary
Modest economic growth should continue in the
St. Cloud area over the next several months
according to the most recent proj ections of the
St. C loud Index of Leading E conomic
Indicators and the St. Cloud Area Business
Outlook Survey.
Both instru ments are
designed to forecast economic cond itions in the
St. Cloud area over the next fo ur to six months.
While the underl ying fundamentals of the loca l
economy looked relative ly strong in the late
summer, the events of September II th mean that
the local economy is heading into uncharted
waters. Despi te this, it seems likely that the area
economy is suffic iently di verse and resili ent so
as to avo id a recess ion of the type whi ch is be ing
fo recast by many national experts.
The St. Cloud I ndex of L eading Economic
Indicators has stabilized in recent month s.
Continued strong growth in loca l res idential
e lectrical hook-ups has favo rably impacted the
loca l index, while a recent decline in the U.S.
leading economic indicators index , along with a
dec line in the loca l manufacturing workweek

and in the number of new business start-ups
has had an adverse effect. Area non-fann
employment grew at a rate of 1.0% over the
year ending Aug ust 2001 . Whil e this
exceeds the rate of nati onal and state j ob
growth over the same period, it is we ll below
the 3. 1% long-term trend rate of loca l j ob
growth .
Fifty-fo ur percent of area businesses partic ipating in the St. C loud Area Business
Outlook Sur vey expect an increase in the
leve l of business activity for their company
over the next six months. Thi s compares to
26 percent who expect cond itions to worsen.
These responses suggest that area businesses
have become somewhat less optimistic about
future business condi tions over the past three
months. Three months ago, fifty-seven percent of area businesses expected an increase
in future business activity and only 15 percent expected a decl ine in future activ ity.
Note, however, thi s could in part be attributed to seasonal factors. Surveys conducted
in September tend to indicate a slower pattern of expected future activity than those
conducted during other times of the year.
Thi rty- nine percent of surveyed businesses
repo rt the leve l of bu si ness activ ity in
Septem ber was improved fro m three months
earlier. Seventeen percent indicated that
business activ ity had dec lined. These res ul ts
are similar to those reported in the June 200 I
survey. Onl y six percent of respondents
indicated that the area labor shortage worsened in recent months . Twenty-two percent
report that it was less diffic ult to fi nd quali fied workers over the last quarter .
Businesses expect these condi tions to persist
over the next several months. Only 22 per-
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cent of surveyed businesses increased the number of
payroll emp loyees over the last three months. This
was almost completely offset by nineteen percent of
employers who trimmed payroll emp loyment since
June. Survey results indicate this pattern is likely to
continue into 2002.
A special question in the September 200 I St. Clo ud
Area Business Outlook Survey asked area businesses
to indicate the extent to which they are in favor of the
proposed "affordable housing" ord inance in the St.
C loud area. Forty-five percent of survey respondents
indicated they are either "strongly opposed" or "mildly opposed" to this proposal. Thirty percent are "mildly in favor" or "strongly in favor" of the proposed ordinance. These numbers appear more even when an
adjustment is made to exclude those area businesses
that are affiliated w ith the local housing industry.
Twenty-nine percent of non-housing affi liated businesses are in favo r and 24% are opposed to the proposal. On the other hand, 82% of responding businesses in the housing industry are opposed to the proposed ord inance. Some policymakers suggest an
affordable housing ordina nce would help businesses
attract (and retain) workers. A second specia l question
asked area businesses to evaluate the extent to which
they believed this wou ld occur. Thirty percent of
respondents believe the proposed ordinance wou ld
have "no effect" on the regional labor force. Thirtytwo percent of businesses think the proposal wou ld
have a "small effect" on the area labor pool. Another
thirty-two percent of survey respondents expect such a
policy to have a "moderate effect" in attracting and
retaining workers. Few businesses think such an ordinance wou ld have a large or prohibitive effect on the
regional labor market.

St. Cloud Intlex of Leading Economic Indicators
The August 200 I St. Cloud Index of Leading
Economic Indicators predicts that the St. Cloud area
economy will grow at a modest pace into early 2002.
Although the local area has stabilized after some significant layoffs early in 200 I, the events of September
I I th suggest the indicators may be less useful in the
near future . Figure I shows the index reached four
consecutive record highs beginning in March of this
year, after which it stabilized in July and August. The
recent strength in the St. Cloud Index of Leading
Economic Indicators has been primarily caused by a
persistent rise in the number of local residential electrical hook-ups. However, the U.S. leading economic
ind icators index declined in August, which slightly
pulled the local index down. A decline in the local
average manufacturing production workweek, along
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with a fa ll in the number of new business start-ups has
also had an unfavorable effect on the local index. As
a rule of thumb, three consecutive positive changes in
the St. Cloud Index of Leading Economic
Indicators suggest an expand ing economy, whi le
three consecutive decreases suggest a contracti ng
economy and/or a slowing of economi c growth.

The St. Cloud Area Overall Outlook
After some troubling moments in late 2000-early
200 I, economi c growth in the St. Cloud area stabi lized
in the spring and summer months. For the yea r ending
August 200 I, St. Cloud Metropolitan Statistical Area
(MSA) non-farm emp loyment grew at a 1.0% rate.
Although this is well below the pace of long-term
( 1988-200 I) trend emp loyment growth of3. 1%, it has
to be viewed as somewhat robust given loca l layoffs in
retail and manufacturing. Along with steady growth in
overa ll employment, recent strength in the construction industry wi ll likely bode well for the future of the
local economy. The events of September have, of
course, made it very difficult to predict future economic act ivity. The good news is that the local economy appeared to be ga ining strength in the late summer, which shou ld make it easier to weather any
potential national downturn. With on ly very minor
exceptions, economic expansion in the St. Cloud area
has now endured for nearly 20 years. In our view, this
history, along with the recent resilience and diversity
of the regional economy, makes it un likely that a local
recession will be forthcoming in the near future. Of
course, any additional unanticipated adverse shocks
(such as continued terrori st actions) could lead us to
alter this view.
Employment growth in the St. Cloud area continues to
outpace state and national job growth. For the year
ending this past August, U.S . and Minnesota non-farm
emp loyment grew a very sluggish 0.4% and 0.3%,
respectively. These very slow rates are close to which
can be expected during mild recessions. One clear
impl ication is that even before the recent tragedy, the
national and state econom ies were at risk. Given the
close linkage between the Twin Cities and the national economy, it is not surprising that in the year ending
August 200 I, M inneapolis-St. Paul MSA job growth
also slowed to an anem ic 0.4%. Even more worrisome
is that Duluth-Superior MSAjob growth fell 0.4% durPersistent sluggis hness in the
ing the period.
Arrowhead region throughout 200 I suggests that
Northeastern Minnesota may have entered a recess ion
as early as the spri ng of this year. Sluggish job growth
is also being encountered in some other metropolitan
areas on Minnesota's border including Fargo-
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Figure 1--St. Cloud Index of Leading Economic Indicators (August 2001)

Four to Six Month Leading Indicator Index
St. Cloud, MN (1994=1 00) August 2001
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Source: SCSU Center for Economic Education, Social Science Research lnst. , R. MacDonald , M. Partridge

Moorhead (0.3%), Grand Forks (-1%) and LaCrosse
(0.7%). Yet, there are nearby metropolitan areas that
seem to have escaped the economic slowdown.
Annual job growth ending in August 200 I for the
Rochester MSA was a healthy 2.8%, while Sioux
Falls employment growth was 2.2% over the same
period. All things considered, St. Cloud area job
growth may not be as robust as Rochester or Sioux
Falls, but it looks quite strong compared to most other
areas.
One reason why St. Cloud has been able to avoid the
weakness is being felt around the country is the relative strength of local manufacturers. ' Between April
1998 and August 200 I, U.S. manufacturing employment tumbled 7 .0%, with a sharp 5.1 % decline occurring since August 2000. The national manufacturing
recession has not spared Minnesota, with August
2000-A ugust 200 I manufacturing emp loyment
growth equaling -2.8%. Corresponding figures for
the Twin Cities MSA and Duluth-Superior MSA are 1.1 % and -3 .8%, respectively. Against this backdrop,
it would not be surpri sing if local manufacturers also
fell victim to this harsh trend . It is impressive that as
late as June 200 I, area year-over-year manufacturing
job growth was still positive. However, this figure
turned negative in July, and equaled -0.4% in August.
With the global economic slowdown and the U.S.
national economy likely in the midst of a recession , it
wi ll be difficult for St. Cloud area manufacturers to

regain a strong footing in the immediate future .
Given the local manufacturing sector's direct importance through their payrolls and their indirect impact
on local suppliers, weakness in this sector could be a
heavy burden for the local economy.
Another factor weighting down the local economy is
the continued weakness of local retailers. This takes
on added importance given that retail accounts for
almost one-fourth of all local employment. Table I
shows that St. Cloud retail employment has fallen by
0.8% in the most recent year. For the most part, this
has been caused by downsizing at Fingerhut in early
200 I. In fact, large department store employment
(general merchandise) has increased a healthy 2. 1%
during this period (not shown), and there should be a
positive bounce after the initial shock of the terrori st
attacks wear off. However, falling consumer confidence could depress sales during the critically important holiday-shopping season. To be sure, national
consumer confidence has been tumbling for the last
several months . The willingness of local consumers
to open their wallets in light of all of thi s uncertainty
will play a key role in determining whether the local
economy wi ll itself tumble into recession.
Over the past few decades, St. Cloud's continued
prosperity has been supported by the large number of
people moving into the area. Table 2 shows this trend
continuing. For the year end ing August 200 I, the

The national and
state economies
were at risk
even before the
recent tragedy.
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is room for optimism. Foremost, aggressive Federal
Reserve short-term interest rate cuts shou ld begin to
have their desired effect in the very near future .
While monetary policy lags can be long and variable,
economists generally ex pect the real economy to
respond within 9 to 12 months of a monetary policy
action. Given that the Fed began to aggress ive ly cut
interest rates in January of this year, these effects
should begin to be fe lt very soon. In addition, the
eco nomy may receive a modest stimulu s from
increased fed eral government spend ing and tax cuts.
However, the short-term effects of federal income tax
cuts are like ly to be limited. For example, the

local labor force is estimated to have grown at a
strong 4.3% clip. But this trend may be moderating.
Even though they are still contributing favorably to
area economic growth, loca l new residential e lectrical
hookups have grown more slow ly in recent months .
It would not be surprising to see fewer residents move
to the St. C loud area in the next several months a
migration flows tend to diminish across the nation
during economic downturns. While the conti nued
influx of residents is reassuring, it is unclear if thi s
favorab le trend wil l continue into early 2002.
Despite what may seem to be a gloomy picture, there

Table ]--Employment Trends
St. Cloud Employment Trends
in Percent
Aug 2001
Aug 00Long Term
Employment
Aug 01
Trend Growth
Share
Growth Rate
Rate

Total Nonagricultural1988-2001

3.1%

Total Nonagricultural1992·2001
GOODS PRODUCING 1988·2001

Minnesota Employment Trends
in Percent
Long Term
Aug 00Aug 2001
Trend Growth
Aug 01
Employment
Rate
Growth Rate
Share

1.0%

100.0%

2.2%

0.3%

100.0%

2.9%

1.0%

100.0%

2.3%

0.3%

100.0%

2.0%

0.3%

24.5%

1.1%

1.0%

21 .7%

Twin Cities Employment Trends
in Percent
Long Term
Aug 00Aug 2001
Trend Growth Aug 01
Employment
Rate
Growth Rate
Share

2.1%

0.4%

100.0%

2.4%

0.4%

100.0%

0.8%

0.0%

20.8%

Construction & Mining 1992·2001

3.4%

2.6%

5.4%

0.5%

4.6%

5.5%

5.2%

3.4%

5.0%

Manufacturing 1988-2001

3.1%

.0.4%

19.1%

0.5%

-2.8%

16.2%

0.2%

·1.1%

15.8%

Durable goods 1992·2001

3.5%

.0.7%

10.5%

1.2%

·3.6%

9.4%

1.0%

·1.9%

9.5%

Nondurable goods 1992-2001

2.3%

0.0%

8.6%

0.2%

-1 .6%

6.8%

.0.1%

0.2%

6.3%

SERVICE PRODUCING 1992-2001

3.3%

1.3%

75.5%

2.5%

0.7%

78.3%

2.7%

0.5%

79.2%

2.2%

0.5%

5.0%

2.4%

1.6%

5.6%

1.7%

0.3%

23.9%

1.6%

·0.5%

23.4%

Transportation & Public Utilities 1988-2001

2.7%

·1.3%

3.6%

Trade 1988-2001

2.5%

0.2%

29.3%

Wholesale Trade1988-2001

5.0%

4.5%

6.1%

1.7%

.0.2%

5.8%

1.5%

-1 .3%

6.0%

Retail Trade 1988-2001

1.9%

.0.8%

23.3%

1.7%

.0.4%

18.0%

1.6%

.0.2%

17.4%

Finance, Insurance, & Real Estate 1988-2001

3.0%

1.2%

3.6%

2.4% .

1.4%

6.1%

2.5%

.0.1%

7.4%

Services 1988-2001

4.9%

4.3%

26.9%

3.6%

1.5%

29.9%

3.5%

1.3%

30.6%

Health Services 1992-2001

2.9%

2.8%

7.9%

2.7%

2.1%

8.5%

2.3%

1.2%

7.3%

Educational Services 1992-2001

4.0%

8.0%

2.9%

3.7%

14.1%

1.3%

3.5%

4.1%

1.1%

Other Services 1992-2001

5.0%

4.4%

16.1%

3.6%

0.5%

0.2%

3.8%

1.3%

0.2%

1.7%

.06%

13.5%

2.0%

·0.1%

12.3%

·11 .8%

1.2%

0.3%

-10.0%

1.3%

Government 1988-2001
Federal

1992·2001

1.7%

-2.0%

12.0%

0.3%

-7.1 %

1.7%

.0.4%

State

1992-2001

2.0%

-2.8%

2.9%

0.2%

1.6%

3.0%

1.9%

3.8%

3.3%

Local

1992-2001

0.9%

-0.3%

7.3%

0.0%

0.3%

9.2%

2.2%

0.1 %

7.7%

Note: Long term trend growth rate is the average employ ment growth rate in the specified period. St. Cloud and Twin C ities represent the
St. Cloud and Minneapolis-St. Pau l MSAs, respectively.
SOU RCE: MN Department of Econom ic Security
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September 26th Wall Street Journal reported that the
Federal Reserve is estimating households only spent
about 18% of their federa l tax rebates. This small
consumer response may be disappointing to the political establishment, but it is consistent with most economic arguments wh ich contend that tax law changes
have their largest impact in the long-run.
The loca l construction sector appears to be clearly
benefiting from lower interest rates. Ignoring April
200 I (at which time poor weather conditions caused
a slowdown in this sector), the construction employment growth rate in the St. Cloud MSA bottomed out
in March 200 I at -0.8% on a year-over-year basis. By
August, this pace increased to 2.6%, which is on ly
slightly below St. Cloud's long-term trend growth rate
of3.4% (see Table I). Likewise, the valuation of new
residential building permits, a good predictor of
future activity, is up 26.9% in the June-August quarter from the corresponding period in 2000 (see Table
2). Of course, it is difficult to predict economic activity in times of such extreme uncertainty, but it seems
likely that the construction sector will help keep the
local economy out of recession.
More than ever, the key to the local outlook is the
national forecast.
Even before the tragedy of
September II th , the national fundamentals appeared
to be very weak. Indeed, it would not be surpris ing if
in the future it was declared that the national economy entered a recession in July or August. While the
events of September are unprecedented, there have
been two major national economic shocks worth
examining in order to ga in some insight into the current direction of the national economy. Like the
recent tragedy, in both cases, most analysts contemporaneously thought these events wou ld send the
economy into recession. The first ev~nt was the
October 1987 stock market plunge (including a 22%
one-day decline in the va lue of the Dow Jones
Industrial Average and an overall decline far exceeding the 2000-200 I stock market decline). At the time,
this severe stock market crash was compared to the
similar 1929 crash that is often associated with the
beginning of the Great Depression. Despite initial
post-shock gloom, speedy intervention by the Federal
Reserve helped produce a very so lid year of economic growth in 1988. Today, like 1987, the Federal
Reserve has been reasonably prescient at stimu lating
the economy and providing liquidity to financial markets. This shou ld help avert a prolonged national
recession. A second comparable adverse shock is the
August 1990 Iraqi invasion of Kuwait and the subsequent GulfWar. Unlike the 1987 stock market crash,
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the Gulf War is often associated with producing (or at
least exacerbating) the 1990-1991 recession.
Although this recession was relatively brief, ending in
March 1991 , sluggish economic activity lingered for
another coup le of years. Unfortunately, the recent
decline in consumer confidence and outright increase
in business/consumer uncertainty is eerily similar to
the events of the late Summer and early Fall of 1990.
Overall, led by area construction firms , local fundamentals appear to have been strengthening in the late
summer months. The national economy, however,
took an unexpected tum for the worse in the late summer. The increase in uncertainty in the wake of the
tragedy of September II helps to reinforce this negative pattern. Most national economic forecasters now
envision a mild recession that wi ll end in early 2002.
[Readers are directed to the St. Cloud Economic
Forecasting Project at http ://coss.stcloudstate.edu/banaian/scmfp/index l.htm. Here they wi II find the most
recent national forecast of our colleague, Dr. King
Banaian, as well as other national forecasts]. While
increased uncertainty and a slower national economy
does not bode well fo r the St. Cloud area, the St.
Cloud economy was moving onto fairly solid ground
as the summer ended. To reinforce this, the effects of
falling interest rates appear to be having their desired
effect on local economic activity. Therefore, we
believe that the local area will avoid an outright economic downturn and continue to move along a modest growth path.

The St. Cloud Area Sectoral Outlook
One of the traditional strengths of the area economy
is the broad-based economic growth across all sectors. One of the benefits of diverse economic growth
is that several sectors wou ld have to experience a
simu ltaneous decline before the local economy would
experience a downturn. Table I shows that this wideranging prosperity is starting to show small signs of
weakening. In May 200 I, on ly durable goods manufacturing and retail trade had experienced job losses
over the preceding year. Now, over the year ending
in August, these two sectors have been joined by
transportation and public utiliti es as well as the overall government sector in terms of outright job losses.
The problems facing local manufacturers and retailers
have been wel l documented . While monthly estimates of area government emp loyment have traditionally been quirky, the recent strike by some state
government employees may make matteJS look worse
in the short term. The recent decline in transportation
and public utilities is dramatic when contrasted with
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very soon.

The St. Cloud
economy was
moving onto
fairly solid
ground as the
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Table 2--0ther Economic Indicators
2001
103,261

2000
98,985

St. Cloud MSA Civi lian Employment#
August (MN DES)

99,933

95 ,911

St. C loud MSA Unemployment Rate*
August (MN DES)
Min nesota Unemp loyment Rate*
August (MN DES)
Mp ls-S t. Paui!MSA Unemp loyment Rate*
August (MN DES)
St. Cloud Area ew Unemp loyment Insurance Claims
June-August Average (MN DES)
Sl. Cloud Times He lp Wanted Ad Linage
June-August Average
St. Cloud MSA Residentia l Buildi ng Permit Valuatio n ($ 1,000)
June-August Average (U.S . Dept. of Commerce)
St. Cloud Index of Leading Economic Ind icators
August (SCSU)

3.2%

3. 1%

NA

3.2%

3.0%

NA

3. 1%

2.6%

A

402

289

39. 1%

4,644

6,778

-31 .5%

10,624

8,374

26.9%

114.7

113.5

NA

St. Cloud MSA Labor Force
August (MN DES)

Percent C ha nge
4.3%
4.2%

# - The employment numbers here are based on resident estimates, not the employer payroll estimate in Table I.
* -Not Seasonally Adjusted
NA- Not Applicab le

Area labor
market
conditions are
softer than one
year ago .

the large emp loyment gai ns in this sector earlier in
200 I. The slowing national economy reduces the need
for many transportation jobs, wh ile dec lini ng growth
in internet hookups may be affecti ng some utilities.
Although these sectora l declines are a signal to be cautious, the number of sectors in outright decline is not
yet high enough to pull the entire local economy down.
lt is very encouraging that the local who lesa le trade
and service sectors continue their strong growth. Both
sectors have had job growth of over 4% in the August
2000-A ugust 200 I period, which is nea r their longterm trend growth rates of about 5%. Even though the .
finance, insurance, and real estate sector has added
only 1.2% new jobs over the period , this is a marked
improvement from earlier in the year when this sector
was actually shedding jobs. In last quarter' St. C loud
Area Qu a r terly Business Report, we noted growth in
this sector would be an early indication that interest
rate cuts were producing their desired effects. Hence
we view this recent turnaround as heartening.

St. Cloud Area Labor Market Conditions
Area labor market conditions are softer than one-year
ago. Figure 2 shows the trend in the diffusion index
(the percent of surveyed businesses responding
"increase" minus the percent answering "decrease") of
the quarterly St. Clo ud Area Business Outlook
Su rvey question that asks busine ses to evaluate their

tl

company's difficulty attracting q ualified workers .
Responses from surveyed firms indicate that on ly
5.6% of surveyed fin11S believe it was more difficu lt to
attract qualified workers in September than in June.
Twenty-two percent of respondents found it less difficult to attract qua lified workers in September. A similar pattern of responses is found for firms' future outlook for attracti ng qualified workers . Note that one
year ago, firms were sti ll experiencing difficulties
associated with worker shortages (a trend they expected to persist into the future) . In one year's time, the
diffusion index on the expected difficulty attracting
qualified workers has gone from 27. 1 to -14.8. A
decline of nearly forty-two points!
Table 2 also shows the St. Cloud labor market is weaker than in 2000. The August 200 I St. Cloud MSA
unemployment rate was 3.2%, the highest August figure since 1997. But this rate is only 0.1 % higher than
in August 2000. By comparison, the U.S. unemployment rate rose almost a full percentage point between
August 2000 and August 2001. New local unemployment insurance claims are up about 39% from their
year earlier levels for the quarter ending August 200 I,
but this is about the same rate as in the preceding quarter. Similarly, in the quarter ending in August, helpwanted ad linage in the St. Cloud Times fell about 32%
compared to the same period in 2000. Again, this is
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Figure 2 --Diffusion Index for Question 8: Difficulty Attracting Qualified Workers
Percent Increase Minus Percent Decrease
60
50
40

-...

30

cQ):

u

Q)

20

a..

10
0
-10
-20
Sep-99

Dec-99

Mar-00

Sep-00

Jun-00

___._ Current Conditions

little changed from the preceding quarter. While there is
some evidence local labor market conditions stabilized
over the recent quarter, the market does appear to have
softened since last year. Clearly, the red-hot labor market of the late 1990s is over.

St. Cloud Area Business Outlook Survey
The St. Cloud Area Business Outlook Survey is a survey of current business conditions and area firms' future
outlook. It is administered quarterly with the cooperation
of the St. C loud Area Economic Development
Partnership. Survey results reported in Tables 3 through
6 reflect the responses of fifty-four area business firms
who returned the recent mailing of the St. Cloud Area
Business Outlook Survey. Participating finns are representative of the collection of diverse business interests in
the St. Cloud area. They include retail , manufacturing,
construction, financial , and government enterprises of
sizes ranging from small to large. Survey responses are
strictly confidential. Written and oral comments have not
been attributed to individua l firn1s.
Table 3 reports survey results of area business leaders'
evaluation of business conditions for their company in
September 200 I versus three months earlier. As was
noted earlier in this report, about 112 of the fifty-four
responses to the St. Cloud Area Business Outlook
Survey were returned after the September II terrori st
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Jun-01

Sep-01

-II- Future Conditions 6 Months From Now_ j

attack. While no formal attem pt was made to di stingu ish between pre- and post-attack responses, we
were unable to detect any systematically distinguishable pattern of responses between the two sets of data.
In addition, it should be noted that now the survey has
been conducted for three years, we do detect a slight
seasonal tendency toward weaker survey numbers in
the September survey than in other survey periods. In
general, results from Table 3 compare somewhat
unfavorably to those that were reported in the June
200 I survey. It appears many area firms experienced
moderate business activity over the past three months.
For example, the diffusion index (representing the
percentage of respondents indicating an increase
minus the percentage indicating a decrease in any
given category) for the level of business activity fell
modestly to 22.2 from a June va lue of24.5 (note that
the va lue of this item's diffusion index was 23.8 one
year ago). Thirty-nine percent of surveyed firms
reported an increase in business activity in thi s most
recent quarter wh ile 17% noted business activity had
decreased at their company. Written comments by
area firms indicate the cautious and uncertain business climate. For examp le, one firm notes the "trade
center crisis has everyone concerned." Another firm
notes "weakness within the economy may adverse ly
affect lesser capitalized businesses in terms of abi lity
to obtain additional credit and make trade payments
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timely." A third firm notes "product shortages in (our)
business--(accounting for) 70% of our sales-have been
nagging us for 4-6 months ... the worst we've faced in
Many area firms over 20 years due largely to poor product planning by
experienced
manufacturers expecting a huge downturn instead of
moderate busi- the 5-7% industry downturn."
ness activity
over the past
The diffusion index for number of payroll employees
three months. suggests a softening of the area labor market. The
index fell from 18.9 in the June 2001 survey to 3.7 in
September. This is also markedly lower than the 15.3
index on this item one year ago. Over the past quarter, surveyed firms have, on average, been unable to
pass on price increases to customers. The diffusion
index in this category fell from 5.6 to 0 over the June
to September period. Nineteen percent of respondents
indicated prices received were higher in September
than they were three months earlier. This was entirely
offset by nineteen percent of firms who noted lower
prices over the most recent quarter. It will be interesting to see how this survey item evo lves over the next
several months. The aggressive credit eas ing moves
undertaken by the Federal Reserve over the past several months could inevitably prove inflationary, but this
seems un likely in a recessionary national economy.
Only thirty-nine percent of survey respondents indicated employee compensation increased in September relative to three months earlier. This is sharply lower than
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a 51 percent response to the same item on the June survey and a 54 percent response one year ago. This is yet
another sign of a softening local labor market. It is no
surprise that over the past three months, responding
businesses continued to show signs of concern for the
national economy. The diffusion index on national
business activity fell from -5 .6 to -22.2 over the most
recent quarter. Thirty-two percent of responding finns
be lieved that national business activity declined over
the last three months. Finally, area businesses appear
to have made rather aggressive moves with regard to
capital expenditures over the past quarter. Thirty-two
percent of surveyed finns indicated that capital purchases had increased since June, while only 9% indicated they had decreased capita l expenditures over the
past three months . The diffusion index on this item is
well above its level of 1.8 three months ago. Decisions
to undertake capital purcha es are usually taken as a
very favorable development with regard to firm expectations of future business activity. It is, however, possible this item will be adversely affected by the events
of September II .
Responses tallied in Table 4 are, for the most part,
more optimistic than is suggested by the current business conditions table. Summary resu lts from questions
related to survey respondents' expectations six months
from now versus September 200 I are reported in thi
table. The diffusion index for the survey question ask-

Figure 3--Diffusion Index for Question 1: Level of Business Activity
Percent Increase Minus Percent Decrease

continued on page 12
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Table 3--Current Business Conditions*
ST. CLOUD AREA
BUSI NESS OUTLOO K
SU RVEY
Summary September 200 I
What is your evaluation of

September 200 I vs. Three Months Ago
Decrease
(%)

No Change
(%)

Increase
(%)

Diffusion
lndex3

June
200 1
Diffusion
lndex3

Level of business activity
for your company

16.7

42.6

38.9

22 .2

24.5

Number of employees on
your company's payroll

18.5

59.3

22.2

3.7

18.9

Length of workwee k for
your empl oyees

5.6

79.6

14.8

9.2

9. 5

Capital ex penditures
(equipment, machin ery,
structures, etc.) by
your company

9.3

57.4

3 1.5

22 .2

1.8

Empl oyee compensation
(wages and benefits) by
your company

1.9

59 .3

38.9

37.0

50.9

Prices received for your
company's products

18.5

59.3

18.5

0

5.6

3 1.5

44.4

9.3

-22 .2

-5.6

22.2

72.2

5.6

-1 6.6

- 11 .3

National business activity
Your company's di ffic ul ty
attracting quali fie d workers

( I) reported numbers are percentages of businesses surveyed.
(2) rows may not sum to I00 because of " not applicable" and omitted responses.
(3) diffusion indexes represent the percentage of respondents indicating an increase mi nus the percentage indicating a decrease. A positi ve di ffusion index
is generally consistent with economic expansion.
*SOURCE: SCSU Center for Economic Education. Social Science Reseorclr lnstitllle. ond Deportme/11 of Economics

Notes:

Table 4--Future Business Conditions*
ST. CLOUD AREA
BUSINESS OUTLOO K
SU RVEY
Summary September 200 I
What is your evaluation of
Level of business activity
for yo ur co mpany
Number of employees on
your company's payroll

Six Months fro m Now vs. September 200 I

June
2001
Diffus ion
lndex3

Decrease
(%)

N o Change
(%)

Increase
(%)

25 .9

14.8

53.7

27 .8

4 1.5

Di ffusion
lndex3

13.0

6 1. 1

22.2

9.2

17.0

Length of workweek fo r
yo ur emp loyees

16.7

70.4

9.3

-7 .4

0

Ca pi tal ex penditures
(equipment, machinery,
structures, etc.) by
your company

7.4

53 .7

33 .3

25 .9

20.7

Empl oyee co mpensation
(wages and benefi ts) by
your company

1. 9

42.6

5 1.9

50.0

43.4

Prices received for your
co mpany's products
N atio na l business activity
Your com pany 's di ffic ulty
attracti n11: oualified workers
Notes:

3.7

46.3

40.7

37.0

20.8

14.8

38.9

25.9

I I. I

15. 1

20.4

70.4

5.6

- 14.8

1.9

( I) reported numbers are percentages o f businesses surveyed.
(2) rows may not sum to I00 because of " not appl icable" and omitted responses.
(3) diffusion indexes represent the percentage of respondents indicating an increase minus the percentage indicating a dec rea e. A positive diffusion index
is generally consistent with economic expansion.
• SOURCE: SCSU Center f or Economic Education. Social Science Research lnstilllte, and Department of Economics
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Special Question #1: Assessing Business Support for the Proposed Affordable Housing Ordinance
A special question of the St. Cloud Area Business
Outlook Survey asked area business leaders to indicate
the extent to which their business is in favor of the proposed ordinance that would have St. Cloud area residential borne builders set aside about 15 percent of new
housing units (in most new subdivisions) as "affordable." The results of this item are reported in Table 5.
Some policymakers advocate such measures on the
grounds that a greater supply of affordable housing will
help attract (and retain) workers into the regional labor
force. Therefore, a second special question asked area
employers to consider the effect that such an ordinance
would have on attracting workers into the labor force.
Results of this second special question are found in
Table 6.
When considering issues such as affordable housing,
economists agree with affordab le housing advocates
that the general cost of living is a factor potential residents use in deciding where to locate. Urban economists would also point to other favorable spillover
effects from providing diverse housing opportunities
for low income families . For example, studies have
shown that when low income families are dispersed
throughout the community, test scores for their chi ldren
are higher. Yet, when applying this specifically to St.
Cloud, the ultimate problem in the local area appears to
be low wages. Recent analysis by economists at SCSU
indicates that a local worker who commutes to the Twin
Cities earns about 26% more than an otherwise equal
worker who remains in the St. Cloud MSA. Most economists note that if the ultimate problem is low wages, it
is usually better to directly attack that problem than to
indirectly attack it through the housing market. Also,
there can be unintended consequences from government regulations. In this case, if local builders believe
that they can no longer earn an adequate return from
new housing development , the supply of new housing
could decrease, resulting in higher home prices for all
area residents. It seems safe to say that the ultimate
costs and benefits of an affordable housing ordinance
are more complex than either proponents or opponents
of the proposed regulations have indicated.
For both special questions, we provide the overall
responses from all survey respondents as well as the

separate responses from those firms that have affiliations with the area housing industry (there are 16 such
finns) and those without such affiliations (38 firms).
Finns with local housing industry affiliations are (perhaps quite reasonably) more likely to oppose the proposed ordinance than are other firms in the sample.
Eighty-two percent of surveyed firms with housing
industry affiliations either "strongly oppose" or "mildly
oppose" this proposal. None of these firms favor the
proposed affordable housing ordinance. On the other
hand, only 24 percent of surveyed firms without housing industry affiliations are opposed and 29% are in
favor of the proposed ordinance. It should be pointed
out that the largest percentage of respondents in the
third row of Table 5 are neither opposed nor in favor of
such a proposal. It is unclear whether this indicates true
indifference or a lack of information about the details of
the proposed ordinance. Overall, it appears from the
results reported in Table 5 that, on average, St. Cloud
area businesses are moderately opposed to the proposed
affordable housing ordinance. The reader must keep in
mind, of course, that this only captures responses of 54
area firms. A larger sampling of area business views on
this question would be desirable.
Most surveyed businesses believe that the proposed
affordable housing ordinance would have no more than
a moderate effect in attracting (and retaining) workers
into the regional labor force . Results in Table 6 indicate
that 30 percent of responding businesses think such an
ordinance would have no effect on the workforce wh il e
32 percent of survey respondents see such a policy as
having a small effect. Thirty-two percent of businesses
believe the proposed ordinance would have a moderate
effect in attracting workers . Few employers believe
that the effect would be large or prohibitive. Area businesses with housing industry affiliations are more likely than those without such affiliations to believe the
proposed ordinance would have no effect on the regional labor force. On the other hand, non-housing related
businesses seem to be more likely to believe that this
wou ld at least have a small effect in attracting and
retaining workers. This might help explain why these
businesses are more supportive of the proposed ordinance than are those in the local housing industry.

TABLE 5--Special Question 1--Support for Proposed Affordable Housing Ordinance

A recently proposed housing ordinance in the St. Cloud area would have residential home builders set aside about 15
percent of new housing units (in most new subdivisions) as "affordable." Please indicate the extent to which your
business is in favor of this proposed ordinance.*
Strongly Opposed Mildly Opposed
All respondents
Housing Industry**
Other Respondents

11 .1
18.8
7.9

29.6
62.5
15.8

Neither Opposed
nor in Favor

31 .5
18.8
36.8

Mildly in Favor

11.1
0
15.8

Strongly in Favor

9.3
0
13.2

* reported results are percent of surveyed businesses .
** includes area building supply, construction , and realty companies.

TABLE 6--Special Question 2-- The Effect of Proposed Affordable Housing Ordinance on the Regional Labor Force

What effect does your business think the proposed affordable housing ordinance in the St. Cloud area would have in
attracting (and retaining) workers into the regional labor force?*

All Respondents
Housing Industry**
Other Respondents

*

No Effect

Small Effect

Moderate Effect

Large Effect

29.6
43.8
23.7

31 .5
18.8
36.8

31.5
31.3
31.6

5.6
0
7.9

Prohibitive Effect

1.8
6.3
0

reported results are percent of surveyed businesses.
includes area building supply, construction, and realty companies.

Business leaders responding to the survey were also asked to comment on their responses to the special questions.
These comments include:
• Government should not dictate what goods and services businesses must provide . Excessive regulation has already increased the pricing of all housing.
• Let the marketplace dictate the type of housing to build in the community. Tinkering with supply and
demand often times has unexpected or unintended outcomes. As a large company that has recently
hired a significant number of employees, we have experienced no instances of difficulty in attracting
or retaining workers due to a shortage of affordable housing.
• While I am strongly in favor of affordable housing, I truly believe that housing will only be affordable
when city governments reduce their costs that are added to a building project and when multiple unit
housing becomes affordable, smaller and only meets basic needs. Over time, people who use
affordable housing will become more skilled , earn higher wages, and qualify for more expensive
homes.
• Affordable housing will have long-term effects on quality and level of housing. If income falls off, so
will the labor force.
• The proposed ordinance could well reduce the supply of affordable housing . If you want a greater
supply of a good or service , increase incentives, not regulations .
• Affordable housing measure currently proposed will have a major adverse effect on housing industry
and adverse effect on property values as a whole .
• Homes in the St. Cloud area are underpriced right now compared to other areas. Builders should
not be told what to sell , just like retail or anything else. You provide your customers what sells and
what they want.
• Builders should not be expected to subsidize housing . Is it fair that homeowners who can afford a
new home should pay full price , but if they can't, the builder should eat the difference? I think there
are better solutions than NEW housing such as pre-existing homes & townhome situations that l&!l
be built more efficiently. It's not fair to the builders and its not fair to the people who work hard to buy
their new homes.
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continued from page-8

ing about the level of future business activity fo r area companies
is 27.8. While thi s means a substantiall y larger num ber of loca l
fi rm s expect an increase in business activity than expect a
decrease over the next six months, thi s is a rather sharp dec line
from its va lue of 4 1.5 three months ago and 67.2 in March 200 I.
Fifty- three percent of survey respondents expect an increase in
business activity by the fi rst quarter of 2002 (the corresponding
number was 57 percent in the June 200 I survey). Twenty-six percent of business respondents expect a fu ture decl ine in economic
activity in six months' time (only 15% of bus inesses expected a
dec line in the June survey).
Other results reported in Table 4 suggest area busi nesses have
considerabl e uncertainty about what is likely to happen over the
next six months. Twenty-six percent of respondents expect
national business activity to increase qyer the next six months.
Only 15% of area firm s expect national conditions to deteriorate.
Should national economi c growth begin to rebound by the fi rst
quarter of next year, thi s would certainly be a we lcome sign by
area businesses. Forty-one percent of surveyed fi rms expect to
rece ive higher prices within six months while only fo ur percent
expect prices to fa ll. It should be noted the result on this latter
item is substantially more favo rable to area businesses than
reported three months ago. At that time, businesses were dec idedl y less optimi stic about their ability to ra ise prices than is currently the case.
Two areas of concern in Tabl e 4 are the items on number of
employees and the length of the workweek. The di ffus ion indexes in these two categories have dec lined fro m the June 200 I survey. Onl y 9 percent of surveyed fi rms expect the length of the
workweek to increase over the next six months. This is more than
offset by 17% of respondents who expect the workweek to decline

in length. Twenty-two percent of survey respondents expect to
increase payro ll empl oyment over the next six months while th irteen percent expect employment to decline. In the June survey,
32% of firms ex pected a futu re increase in empl oyment. These
numbers are furt her evidence of an expected coo ling of the loca l
labor market.
An historical view of the evo luti on of the diffus ion indexes on
curre nt and fu ture busi ness conditions over the past several quarters is presented in Figure 3. This shows a stab ilizing in the diffus ion index on current business activity over the past three
months. Wh ile this index is well off of its all-time high of 67.8 in
June 1999, it has improved measurabl y fro m its leve l of - 1.9 in
March 200 I. Thi s peri od's future business activity di ffusio n index
showed ·some weakness relative to what had been observed in
recent quarters. Indeed, the 27.8 value of thi s index is onl y somewhat higher than its va lue of 20 in the Septem ber and June 2000
surveys, but it i sharp ly lower than the 67.2 va lue in March 200 I
and is well below the all-ti me high of 74.6 recorded in March
2000.

Partici pating businesses can look fo r the next survey at the beginning of December and the accompanying St. Cloud Area
Quarterly Business Report (including the St. Cloud Index of
Leading Economic Indicators and the St. Cloud Area Business
Outlook Survey) in late January. Area businesses who wish to
participate in the quarterly survey can ca ll the SCSU Minnesota
Economic Development Center at 320-255-4934. All survey
participants will receive a free copy of the St. Cloud Area
Quarterly Business Report on a preferred basis.

